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6240 East Monitor St. 
PO Box 10 
Picacho, AZ 85141 

Arizona Corporation Commission 
Docket Control 
1200 West Washington 
Phoenix, AZ 85007 

Dear Sirs, 

W-01774A-12-0089 

Enclosed are 13 copies of our Emergency Rate Increase Application along with relevant 
attachments. Please inform us if there is additional information needed. 
We appreciate your urgent processing of our request and will provide whatever is needed 
to facilitate your consideration. 

Sincerely, 

Hank Holmes 
President 
Picacho Water Improvement Corporation 



Picacho Water Improvement Corporation 
EMERGENCY RATE CASE 

General conditions necessary for application of interim, emergency rates: 

1) Situation of sudden change which brings hardship to a Company. 

The sudden loss of 53 water users from 127 (42%) due to ADOT's acquisitions 
causes an immediate reduction of revenue fiom approximately $6666 per month to 
$3866 per month. This toss of users is permanent with no possibility of new settlement 
in Picacho in the foreseeable future. The situation occurred due to ADOT realignment of 
1-10 through the Village of Picacho. Mitigation was expected and promised for three 
years, however, PWIC is now told that no compensation will be paid by ADOT. 

All attempts to appeal, arbitrate, and reverse this position have failed to date. We have 
involved the ACC in OUT dilemma. In addition to loss of ratepayers, PWIC has 
accumulated $50,000 in debt directly related to the impact of ADOT's project over the 
last 4 years. Our Capital Improvement Plan (To be coupled with rate increase 
application) has been delayed 3 years due first to uncertainty about the new alignment of 
1-10 and now to loss of ratepayers to spread the cost of improvements. The CIP was 
begun in 2006 and could not be completed until May 2009 because of the Uncertainty of 
how to address three different 1-10 placement scenarios. We have accumulated 
engineering, legal, matching b d  contributions and endless communications and 
meetings to present our legitimate claims. Extra demands are placed on the Water 
Company daily due to ADOT demolition and construction activity. Response to two 
mainline breaks (caused by ADOT) alone cost over $6000. ADOT has refused to create a 
memorandum of understanding or formal mechanism for mitigating its impact. We are 
endlessly blue staking, identitjring pipes, removing meters, fixing pipes, etc. 

2) Situation where Company is insolvent. 

PWIC is insolvent due to the above. Any major equipment breakdown will 
precipitate a financial crisis. 

3) Situation where ability of Company to maintah ~ M c e  (pending a formal rate determination) is in 
serious doubt. 

Without some kind of breakthrough with ADOT and/or the FHWA (Appears 
doubthl at this time), operating revenue wilI be exhausted within 1 month. Any 
equipment failure (Pump failure for example) cannot be paid for. PWIC has continuous 
demands by ADOT for services due to its demolition activity in our franchise. 

In support of the above, the inabiIity of the Commission to grant permanent rate relief within a reasonable 
time would be grounds for granting interim reIief This would require that the Company demonstrate that 

I 



the period needed to grant permaaent relief would not be reasonable, given the emergency condition 
present. 

Our financial needs are immediate or we may be forced to curtail services in an 
emergency fashion leaving residents without water. The ACC has had no influence over 
ADOT’ s position. 

Further, there is certain information that, at a minimum, would be required to be submitted in an 
application for emergency rate =lid 

a) A narrative cover sheet@) devoted to the explanation of the emergency condition present in the 
company. 

Please see attached Narrative. 

b) A requested amount of dollars to be recovered in the emergency rate. 

An additional $83,308 / year in revenue is required to remain in business. 
1. Lost Revenue from operations (Fixed Costs) 
2. Emergency Fund $1 5,000 

$24,000* 

3. Temporary Patch Failing 200,000 Storage Tank 
4. Engineering (Response to ADOT) 

$20,000 
$10,000* 

5 .  Increased Operations responding to I- 10 construction 
6. Service on $25,000 loan 

$15,000* 
$ 4.308* 
$88,3081 year 

* Indicates direct impact of ADOT realignment. However, the $50,000 debt accumulated 
that would have been available to PWIC is also a direct ADOT impact. These are 
conservative figures. This level of impact will continue during ADOT construction and 
then fall to a long-term level caused by loss of revenue base. A permanent rate increase 
is needed, but is difficult to predict the long-term needs of the Company until the dust 
settles. Capital improvements are needed. We are still hoping for some avenue of 
mitigation fiom ADOT. 

c) An emergency rate charge to apply to customers. 

We request that the ACC assist us in determining how new rates should be structured 

d) A method or mechanism to recover the requested amount of dollars. 

We have found no such mechanism despite diligent search for redress fkom 
ADOT, the FHWA, ACC, and political appeals to the Governor’s Ofice, The Pinal 
County Board of Supervisors, and others. We continue our efforts. 

e) A detailed breakdown of the system repairs, if any, necessary to alleviate the emergency 
condition. To include information such as size, quantity, capacity and condition of all repair areas, 
and a listing for the cost of labor per repair item. 



NIA 

f) A copy of an estimate of the cost of repairs. 

NIA 

g) Ori@ and 13 copies of all of the information. 

Included. 

h) Delivery of the original and 13 copies to: 

Arizona Corporation Commission 
Docket Control 

1200 West Washington 
Phoenix, AZ 85007 

Included 

Sincerely, 

Hank Holmes 
President PWIC 



4/30/12 
Picacho Water Improvement Corporation (PWIC) 
Response to Staff Report dated 4/26/20 12 
Emergency Rate Increase 
Docket No. W-0 1774A- 12-0089) 

ACC Staff, 

rr 

The PWIC respectfully submits the following comments related to the staffreport of 
4/26/20 12 : 

STAFF’S RECOMMENDED EMERGENCY INTERIM RATES AND REVENUE 
CALCULATION (PAGES 7&8) 

The ACC reduces the requested yearly increased annual increase from the requested 
$83,308 to $43,888 for the following reasons: 

1. ACC excluded engineering costs related to the ADOT project. 

PWIC Comment: Engineering costs are immediate and ongoing until ADOT’s 
project is complete. These have already been incurred due to the need to respond to 
ADOT’s lack of engineering expertise with small utilities. Ifthe ADOT realignment is 
not done correctly PWIC will pay more in the long run for revisions. PWIC must have a 
professional capable of interfacing with ADOT engineers and, to date, ADOT has shown 
no willingness to compensate this. These costs are not avoidable. They are necessary 
and prudent. 

2. ACC excluded costs to stabilize the storage tank, indicating that Staff did not see 
anything to indicate that a major failure was imminent or about to occur. 

PWIC Comment: PWIC respectfblly disagrees. Both Ed Geiser, the engineer 
who produced our CIP report and our current engineer, Bill Collings, see tank failure as a 
real possibility during ADOT construction. This is more likely given the compaction 
vibration from both ADOT and UP ralroad construction. This is PWIC’s only campus 
and tank failure would produce a prolonged water outage for Picacho. Further, our Board 
feels that sandwiched between I- 10 and the Railroad is not a prudent placement for our 
Water Campus. This was being addressed in our CIP plan which has been delayed over 2 
?4 years waiting for ADOT to determine 1-10 location and establish mitigation. Storage 
tank stabilization cannot wait. It is prudent to await building a new tank as it may be best 
built at a different location. 

3. ACC Staff removed the debt principal and interest payment Commissioi: 
TED did not obtain Commission authorization for these loans and “accordi 

invalid.” 
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PWIC Comment: PWIC acknowledges our negligence on this point. We were 
not aware We simply point out, first, that only $25,000 of the loans are interest bearing. 
Second, PWIC expected timely reimbursement by ADOT for these monies. This, 
unexpectedly, did not occur. The direct relationship of the costs to ADOT activity is well 
documented in our Data Sets. Thirdly, at the time these loans were taken, PWIC never 
expected the need to repay them from rate increases. Again, they result from ADOT 
direct impacts and ADOT had represented that our water company would be “made 
whole”. 

THREE CRITERIA FOR DETERMINING WHETHER AN EMERGENCY 
CONDITION EXISTS 

1. Condition One: Sudden Change brings hardship to the Company. 

It is true that PWIC was encouraged to file for a rate increase beginning in Nov 201 1. 
The bind PWIC experienced was not knowing what to ask for as we were in active 
dispute with ADOT over mitigation hd ing .  We did not want to increase rates 
excessively. Had we received funding from ADOT, financial issues would have been 
more clear and a more orderly and lower permanent rate application could have been 
pursued. Also being considered was a petition for abandonment. PWIC believes that this 
sequence is understandable under the circumstances and respectful of ACC resources. 

2. Condition two: The company is insolvent 

It is somewhat humiliating to be found to meet the criteria to apply for Emergency 
rates on the basis of insolvency. Still we accept the truth of this situation. PWIC 
presented to ADOT in 2009 that it was financially incapable of dealing with so large a 
loss of ratepayers and the demands of preparing and interfacing with their preparations 
and construction. PWIC’s was reassured that it would receive mitigation. ADOT 
proposed that mitigation come through the Environmental Assessment addressing NEPA 
statute and ADOT’s mandate to make PWIC “whole”. PWIC expected that both lost 
revenue from 42% loss of ratepayers and costs incurred would repaid in full and thus the 
loans repaid. The debt incurred is all as a result of ADOT’s activity and, therefore, we 
expected to be reimbursed. PWIC expected that part of mitigation would come in the 
form of capital improvements. 

3. Condition Three: The Company’s ability to maintain service pending a formal rate 
determination is in serious doubt. 

The company is providing water. PWIC’s costs are fixed. The loss of 42% of 
water users makes it impossible to make payroll. 

Respectfully Submitted, 

Hank Holmes 
President PWIC 
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DOCKET NO. W-O1774A-12-0089 

Compliance with Procedural Order: Picacho Water Improvement Corporation 

A. The Picacho Water Improvement Corporation (PWIC) certifies that: 

PUBLIC NOTICE OF THE HEARING ON 
PICACHO WATER IMPROMEVENT CORPORATION’S 

APPLICATION FOR AN EMERGENCY RATE INCREASE 
DOCKET NO. W-O1774A-12-0089 

1. A copy of the Public Notice ordered by the Procedural Hearing of 3/22/12 was 
mailed to each of our customers by first class U.S. Mail on 3/30/12. 

2. The Public Notice was posted at the Public Mail Boxes in Picacho on 3/3012 
3. The mailing and posting were in accordance with the ordered format. 

B. PWIC further reports that its Annd Report has been filed with the Corporations 
Division. 

C. PWIC Board voted a Resolution to authorize Hank Holmes, President, to serve as it’s 
representative in all matters related to PWIC’s Emergency Rate Increase Application 
before the ACC on 3/26/12 and this was forwarded to docket Control on 
approximately 3/28/12 
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Picacho Water Improvement Corporation 
6240 Monitor Street 
PO Box 10 
Picacho, AZ 85141 

4/7/20 12 

Jefficey M. Michlik 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Scott Hesla 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Docket No. W-O1774A-12-0089 
Response Second Set of Data Requests .c 
Dear Sirs: 
This response provides the information that you requested 3/27/20 12. 

Sincerely, 

Hank Holmes 
President PWIC 
54 1-327-2676 



3/7/20 12 
PWIC RESPONSE TO: 

Answer: PWIC has had no system improvements since the last rate increase in 1987. 
We did have an addition to the system in 2001 with a mainline extension to a Subdivision 
that that was approved by Pinal County, the State of Arizona Department of Real Estate 
(Registration No: DM01-028226 Picacho Tomite), and the ADEQ (ADEQ File No: 
20030142) and with right of way permit issued by Pinal County (Permit # 1295). This 
added 6 new meters to our system. The remainder of the lots remain undeveloped. The 
Developer paid all infrastructure expenses. 

I ’  

Answer: This entails a long answer. There were no system repairs funded using the 
$50,000 debt resulting fiom the ADOT highway alignment. These funds (and more) 
would have been used for PWIC’s CIP, which had momentum and was the company’s 
focus. We fust had to await ADOT’s choice among three 1-10 placement options each 
requiring a different PWIC configuration and costs. In the last three years all available 
PWIC time and funds have been expended just to defend our franchise against potential 
insolvency and to have our claims handled lawfirlly. Instead of contributing toward the 
CIP, the money and energy that would have been used for improvements had to be used 
defensively. 
Attachment A estimates very conservatively the $50,000 in financial impact PWIC has 
represented. Some are hard and some are estimated and the reasoning might be 
questioned. In aggregate, they are substantial. 
Attachment B is a short selection of PWIC’s communications with ADOT over this issue 
which go back to 2007 meant the support our claim of impact and due diligence 
responding ADOT’s impact. We anticipated significant financial impad on our 



company, repeatedly asked for compensation to prepare for the impacts responsibly, and 
received no response. This fact is the reason for the $50,000 indebtedness that PWIC has 
accumulated. More importantly, if ADOT did not have this project, PWIC would have a 
funded CIP completed or near completion driven partly by the need to be ready for 
ADOT's project. Instead, we have 42% less ratepayers both for revenue and borrowing 
ability and are bringing our emergency rate case to the ACC. 
Attachment A details where the money went. 

Answer: Attachment D of the first data set response covers this. 

Answer: These mainline breaks were caused by heavy equipment used by Demolition 
Crews hired by ADOT for Phase I of their four proposed demolition cycles. We expect 
similar vulnerability of our infrslstructute with the following phases of demolition. It is 
too early to tell, but we may have better coordination with ADOT on the second Phase 
and, hopefully, less system damage and repair expenses. 



ATTACHMENT A 

PClC EXPENSES RELATED TO ADOT PROJECT 
(2007-4/1/20 12) 

DEMOLITION PHASE I EXPENSES: $16,898 

See attachment Attachment D (7 pages) fiom Set I 

ENGINEERING EXPENSE 5000 

See attachment C(2 pages) from Set I 

LEGAL EXPENSE 
(Steve Wene attorney at law) 

5000 

CAPITAL IMPROVEMENT PLAN LOSSES: 12,000 

(I. 

PWIC match of $12,000 on $48,000 WIFA grant for CIP plan. C P  completion delayed by two years and 
the value of the anaIysis diluted by ADOT need to decide on one of three options for Freeway placement. 
C P  forced to consider 3 options and inability to pursue fimding for C P  losing opportunity for “shovel 
ready” project under the Stimulus Act. We estimate that rate increase through ACC would have occurred in 
2009 at the latest. Estimated rate increase of 30Y0 even without Capital Improvement expenses (Last Rate 
Increase 1987). (.30 (30%) increase in charges on $65,000 average revenue = $19,5000/year 
x 3 years = $58,500. 

LOSS DUE TO UTE INCREASE DELAY 58,000 

(See Above) 

TIME (MEETINGS, TRAVEL, PREPARATION) 5000 

6 meetings with ADOT, endless exchange of E-mails, air travel, preparation and response. (Very 
conservative estimate). 

TIME REQUIREMENTS RELATED TO ADOT 000 

1000- 2000 hours (President, Operator, Financial Manager) 

LOSS OF GRANTS AND LOANS: 

(Unknown Value) 

000 

LOSS OF BORROWING POWER (42%): 

The difference of 42% in ratepayers would weigh heavily on the ACC‘s award of rate increase. PWIC has 
no way of estimating this value. (Unknown Value) 

000 

LOSS OF REVENUES FROM RATEPAYER LOSS 000 

I 

I 



__ _ _  - 

PWIC has lost users from the fist announcement of ADOT's intention to condemn the residences and 
businesses in the Realignment Footprint. This loss is ongoing. With Picacho's livability degraded due to 
loss of the Post Office, only businesses, and the 7.5 mile drive between the North and South sides of 

; (  
I 

I 
I Picacho, hrther out-migration may occur. 

TOTAL: $1 01,890 



ATTACHMENT B 

FINANCIAL IMPACT OF ADOT ON PWIC 2007 TO 
PRESENT 

3141201 2 

BACKGROUND COMMUNICATION WITH ADOT: 
NOTE: These are selected communications which are background for the claim that ADOT’s 1-10 
Realignment had significant financial impact on PWIC. PWIC repeatedly expressed the financial impacts 
beginning in 2007. The ACC can readily understand this predicament of being in the middle of a CIP 
project and unable to proceed. It is doubtful that ODOT could understand, as they did not involve anyone 
with small water utility experience in their assessments. We asked in 2009 for ADOT to independently 
investigate their financial impact. They answered that ADOT had found no way to do this. Interestingly, 
this kind of evaluation was not performed in the EA either, yet as we understand it, this is the purpose of 
the EA. 

(PWIC Formal request included in the Final Environmental Assessment Volume 11) 

6 @REQUESTED ACTIONS 
1. We request that ADOT immediately conduct a study of the financial impact of 

on PWIC at ADOT’s expense. 
2. 

the El 0 expansion 

We ask that you provide financial help to us immediately for: a) engineering planning (The needs 
and cost go well beyond the scope of a current capital improvement grant fiom WIFA) and b) to 
compensate us for emergency application to the ACC for a rate increase. A rough estimate is 
$50,000 ($35,000 for engineering + $15,000 for rate increase). We need these funds to 
investigate, in a timely manner, the options we may have to continue providing water services. 
Inhtructure changes, of course, take time to implement.? 

NO RESPONSE 

(Impacts discussed at large ADOT-PWIC Meeting) 

“The following are the impacts of the ADOT realignment on PWIC: None of these can be avoided. 
1. 
2. 

3. 

4. 

5.  

Loss of infrastructure under 1-10 (Pipes, valves, meters, mainlines under 1-10, etc) 
Loss of 37 of 125 hookups (customers) with ongoing loss of revenue. Loss of revenue has already begun 
with customers moving from the acquisition area. 
Loss of customer base to finance needed to quallfy for W A  funding necessary for any physical 
restructuring of our company. 
Engineering and plan development necessary to meet project deadlines and have functioning system in 
place before construction starts. 
Revenue lost by inability to apply to Arizona Corporation Commission for rate increase until impact of 
ADOT on needed capital improvements can be determined (average application requires $20,000 and 18 
months). 
Greatly restricted access to water campus? 

~ 

i 
‘ I  

6. 



.. . 

NO RESPONSE 

(PWIC COMMUNICATION: Ongoing expression to ADOT of Financial Impacts) 

250,000-gallon tank that could fail at any time leaving Picacho without water. This is a tiny utility 
which fmanciallv operates month to month. Our current financial position is (-$40.000) in loans, 
All of this debt is related to the CIP studies. 
Until PWIC knows what finds are forthcoming and when, we cannot proceed with engineering 
planning for the most prudent configuration of our system. This planning would usually be done 
with the assistance of WIFA, aprocess that requires advance application. We are losing 35% of 
our users with the 1-10 realignment. We cannot decide where to place our new tank until 8 
settlement is reached. The ‘‘~urvival” placement is probably in its current location. This 
placement wastes the $550,000 it will cost ADOT to replace the mainlines under the freeway. The 
prudent placement and planning is probably on the south side of 1-10. 

As I said at the meeting, I will pursue thi 
County may have to bridge the gap. 

oration Commission, or Pinal 

NO RESPONSE 

ADOT synopsis: *e ACC stated that if a utility is in fmancial difficulty, the ACC will work with that 
utility to maintain services to the area. If necessary, the ACC will appoint an interim manager for the 
utility.? 

THIS DISCUSSION NOT SHARED WITH PWIC 
(Note: This contact seems to assume that PWIC is insolvent or will be through the impact of the ADOT 
project. It builds on ADOT’s misinterpretation of the CIP, and again, no Consultant familiar with Small 
Water Utilities was involved. The summary is not in line with the fhcts that the ACC has appointed such 
interim management very rarely, in only extreme conditions, and only afbr providing substantial rate 
increases to assist the utility to survive. The “interim manager” would assume the ability to charge the 
same rates or higher, thus directly shiftiig the impact of ADOT’s actions to the ratepayer. The “interim 
manager” would acquire the CC&N (franchise) at no cost and the PWIC franchise is extremely valuable to 
an investor because of it‘s prime location at the junction of 1-10 and Hwy 87 where part of the new 1-10 
design is done to facilitate development within our franchise. This contact points most clearly to ADOT’s 
willingness to cause PWIC to be insolvent and to pass their impact on to the water user. It also does not 
analyze the value of the PWIC franchise and the options for sale that would be available without the loss of 
42% of our revenue. The bottom line is that PWIC, like many AZ small utility companies struggles and, 
yet would remain in business with considerable potential for future success were it not for ADOT’s 
impact.) 



PWIC OPINION: 
1. 
2. 

3. 
4. 
5. 
6. 
7. 
8. 

ADOT knew early on that its actions would Cause PWIC to be insolvent if not mitigated. 
ADOT relied for its position on PWIC‘s CIP without ever having a consultant with Small Utility 
Credentials to advise them. 
PWIC was/ is a viable small water utility with similar problems that many small companies face. 
ADOT was asked for appropriate funds to prepare for its impact 
ADOT knew that PWIC had a CIP in progress and that it could not proceed due to their project. 
ADOT lead PWIC to believe that mitigation for impacts would be provided. 
ADOT indicated that the EA was the mechanism for receiving mitigation. 
ADOT never communicated with ADOT during the entire EA process despite repeated requests 
and consciously excluded our testimony in the Environmental Assessment that is required to 
receive FHWA funds for their project. 
ADOT made the decision that PWC was not a viable Water Utility. ADOT made a strategic 
decision not to assist the company in any way including refusing to investigate multiple valid and 
legal claims. This included skirting ADOT policy and NEPA mandates. ADOT did not 
“coordinate” with P W C  at all despite the favorable status accorded to Utilities under the law. By 
doing so, ADOTavoided the requirement for a more extensive environmental assessment and was 
able to claim FONSI and move forward to obtain Categorical Exclusion. 

10. The FHWA, despite NEPA requirements colluded in this decision. The FHWA was involved at 
each step in the process. 

9. 

EXPENSES: 
OPERATOR $700/ month (40 years service) 
FINANCIAL MANAGER $500/ month (40 years service) 
BILLING AND COLLECTIONS: $500/ month (4 years service) 
PRESIDENT: Uncompensated (50 years of Holmes Presidency, H. Howard, David, Hank Holmes) 

CORPORATE PROFIT 1962-PRESENT: NONE 

I 
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Picacho Water Improvement Corporation 
6240 Monitor Street 
PO Box 10 
Picacho, AZ 85141 

4/1/20 12 

Jeffrey M. Michlik 
Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Scott Hesla 
Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Docket NO. W-01774A-12-0089 
Response First Set of Data Requests 

Dear Sirs: 
This response provides the information that you requested 3/22/2012. The Second Data 
Set will follow very shortly. 

Sincerely, 

Hank Holmes 
President PWIC 
54 1-327-2676 



ARIZONA CORPORATION COMMISSION 
STAFF’S FIRST SET OF DATA REQUESTS TO 

PICACHO WATER IMPROVEMENT CORPORATION 
DOCKET NO. WcO1774A-12-0089 

March 22,2012 

JMM 1-1 Refer to page nine of the Company’s 2010 Annual Report filed with the Arizona 
Corporation Commission (‘Commission’), and provide the Commission Decision 
No. that granted the Company authorization for each of the three outstanding 
loans. 

Answer: There is no Cornmission Decision No. for the three loans because PWIC did 
not apply to the ACC to approve these loans. It was not with any intention to deceive, 
however. P W C  was simply unaware of the requirement to do so. The company 
received its last rate increase in 1987. We avoided going back for a later increase 
because our understanding was that the process required an attorney and was expensive 
($20,000 was the figure given us). PWIC had great difficulty attracting Board members 
for the two decades afterward and had very little sophistication as a company. We 
naively thought that we could rely on our accountant to monitor our compliance. 
Attacbmmt F is the loan document from Key Bank for the initial loan of $25,000. This 
was initially a line of credit which was used for emergencies and repaid. We assumed 
indebtedness Key Bank would not renew this PWIC loan without a guarantor and I 
agreed to be guarantor as the company could not affard to pay the loan off in one sum. 1 
did this at a time when mitigation from ADOT was promised and seemed eminent, That 
has changed. The monthly payment, interest and principal is $ x 12 = 
$ 

JMM 1-2 On page eleven of the Company’s 2010 Annual Report filed with the 
Commission, the Company indicates that it has only 6 customers, all with two- 
inch meters. Please provided the following: 

a. Provide the number of customers for each meter size prior to disconnections 
due to the ADOT 1-10 project. 

b. Provide the number of customers for each meter size subsequent to 
disconnections due to the ADOT 1-10 project. 

JMM 1-3 Regarding the Emergency rate application that the Company filed on March 15, 
2012, please provide a response to each of the following: 

EL Explain how the Company calculated the $24,000 in lost revenue. 

Answer: Average revenue per year = $65,000 X -42 (42% of ratepayers lost) = $27,300 



b. Explain the basis of the $15,000 emergency knd and show supporting 
calculations. 

Answer: 
c. Explain how the $20,000 cost for the temporary patch for the 200,000 

storage tank was determined and provide all supporting documentation (e.g., 
written estimates). 

Answer: Please see Attachment A which is a bid for placing a steel ring 2 feet high 
around the base of our 200,000 gal storage tank which is past its usefid lifetime (50 
years), is rusted out at the bottom and bulging, has been welded several times, could fail 
at any time, and would be very expensive to replace. See attached Picture labeled 

€3. It is estimated that this will extend the life of the tank for 5-10 years. 
This time would allow PWIC to replace with loans or grants. 

d. Explain how the $10,000 amount in engineering costs (Response to ADOT) 
was determined and provide all supporting documentation (e.g., estimates, 
invoices). 

Answer: In August of 201 1, PWIC hired a Water Engineer (Bill Collings) specifically 
for the purpose of representing us in interactions with ADOT which we could not avoid. 
Attachment C is our contract with his rates. ADOT pays us nothing for this impact. 
Since August, we have paid Mr. Collhgs for a 6 month period. This expense is 
expected to continue at approximately the same level over the next two years during 
ADOT’s demolition and construction. This is 4- 6 month periods or 4X $-= 
.g 

e. Explain the basis for the $15,000 increased cost for operations responding to 
1-10 construction was determined and provide all supporting documentation 
(e.g., estimates, invoices). 

Answer: ADOT’s project demands a lot of our operator beyond what he is paid for such 
as endless Blue Staking, M n g  breaks (most expensive of which have been mailine 
breaks to our Asbestos Cement main-lines), locating valves and pipes, on site availability 
fkom 30-60 minutes distant depending on whether he is at home our out on his ranch. 
Major breaks entail hiring a contractor with the equipment and expertise to come from 
Tucson. Since ADOT began demolition preparations and demolition our costs have been 
$16,897 (See Attacbm ent D) of which we have received no reimbursement. We have 
hope that an agrement will be reached, however that does not look possible now. 
A#.mhent E is ADOT’s current position expressed by Pete Mayne, and confirmed by an 
ADOT review of our claims. PWIC feels that $15,000/ year for the period of 
construction is very conservative. 

f Provide supporting calculations for the $4,308 debt service on a $25,000 
loan. 

I 

Answer: See answer to JMh4 1 - 1 



... ____ . .. . . 



Fabtec, INC. 1 
Proposal# 021312 I I 

FABTEC INC 
32632 W SANTA CRUZ AVE 

MARICOPA, AZ 85 138 
(520)568-2756 

FAX (520)568-3672 
wemakeithappen@fabtecusa. corn 

DATE: 03/13/2012 
PROPOSAL# 021312 

Dear Ed, 

This proposal is for your approval on the scope of work as outlined in the following proposal 
sheets numbers 1 through 4. 

This project does not include sales tax, Shipping and Fuel Sur-Charges where applicable. 

Thank you for the opportunity to quote this project. 

Sincerely, 

Bruce A. Sweet 
Sr. Project Manager / Sr. Project Engineer 
Fabtec, INC 

Accepted By: 

Date: I ’  , .  



Fabtec, INC. 
Proposal# 021312 

FABTEC, INC. 
32632 W. Sank Cruz Ave. 
Maricopa, AZ 85138 

2 

TERMS AND CONDITIONS 
(PAGE 2 OF 4) 

FABTEC, MC. is pleased to quote the following: 

Scope of work: 
0 

0 

0 

0 

e 

0 

Seal and install steel skirt around lower 2ft of 32ft dia. tank. 
Dig out dirt to allow for welding approximately 1 - 1/4 in. outside body of tank. 
Pressure wash lower 2ft. of tank 
Apply epoxy sealant to lower portion of tank and up to 2ft. from the bottom. (This is a 
sealing compound.) 
Weld skirt fufl diameter of tar& 2% high 
We will fill the void with non-shrink grout and cap top 2 in. with epoxy. 

Total Cost: $25,000 

Notes: Terns are negotiable; call Hap at 520-705-2924. Materials will have to be paid upfiont. 
Progressive payments expected as work is completed. 

Terms: This quote is good for 2 days. After that it is subject to a surcharge due to price 
changes in material. 
40% due upon issuance of purchase order. 
50% due prior to shipment 
10% due net 30 days fi-orn dzlivery. 
A 1.5% per month (1 8% annual rate) finance charge will be added to all past due 
Invoices. 
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FABTEC, INC. 
32632 W. Sank Cruz Ave. 
Maricopa, AZ 85138 

A. 

B. 

C. 

D. 

E. 

F. 

TERMS AND CONDITIONS 
(PAGE 3 OF 4) 

SHIPPING TERMS: F.O.B. 

1. 

2. 

Price(s) quoted do not include any taxes, crating charges, shipping charges, spare parts, drawings 
or manuals unless otherwise specified. 
Shipment of equipment is as follows: 
a. 
b. 

C. 

Equipment to ship - weeks after receipt of order. 
Proposed shipping date is based on receiving a written purchase order as well as a signed 
copy of our proposal no later than 
If changes and/or modifications are made to the equipment and/or equipment layout by 
the customer during the course of the project, the change in equipment price and ship date 
shall be mutually agreed upon, in writing, by the customer and FABTEC, INC. within 
five ( 5 )  working days (facsimile transmission acceptable). 
Equipment proposed to be shipped F.O.B. factory, collect. All prepaid shipments will be 
invoiced at cost plus 10% surcharge. 

d. 

WARRANTY - FABTEC, INC. warrants for a period of 12 months or 2,080 operating hours, whichever is 
first, that the equipment furnished shall be free of defects in materials or workmanship if properly used and 
maintained. FABTEC, INC. liability is limited to repair or replacement of nonconforming equipment at its 
option. F.O.B. point of manufacture and in no event shall be liable for any direct, indirect or consequential 
damages of any kind which occur during or as a result of installation and/or operation of the equipment. 
There is no implied or express warranty of merchantability beyond that specifically described in this 
proposal. 

RISK OF LOSS - Purchaser assumes all risk of loss of damages and destruction after the materials and 
equjgment are free on board at shipping point or upon arrival at Purchaser’s installation site if shipping 
t e r q  are F.O.B. destination. After risk of loss has passed to purchaser, purchaser will make payment per 
the contract terms regardless of any loss or damage to the material or equipment. 

TERMINATION AND HOLDING CHARGES - Purchaser may not cancel order without prior written 
approval of FABTEC, INC. Cancellation charges will be based on material, labor and engineering work 
started or completed at time of cancellation with a minimum charge of 15% of the total contract value. Any 
order placed on hold will be charged at 2% per day; Charges to begin date of hold and ending date of 
release. 

TEPLMS OF PROPOSAL 
1. 

2. 

In the event this proposal is not under contract within 30 days of issuance, then the price, schedule 
and other portions are subject to change by the discretion of FABTEC, INC. 
Terms are 40% due upon issuance of purchase order with 50% due prior to shipment and 10% due 
Net days from delivery. FABTEC, INC. requires a written purchase order within five (5 )  working 
days after receipt of verbal purchase order. 

CONTRACT DOCUMENTS -This proposal consists of the following additional documents which shall 
incorporate herein by this reference as if fblly set forth herein: 
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FABTEC, INC. 
32632 W. Santa Cruz Ave. 
Maricopa, AZ 85138 

TERMS AND CONDITIONS 
. (PAGE4OF4) 

G. INSTALLATION BY FdTEC,  INC. - Purchaser agrees to: 
a. Prepare the work site to permit installation and operation of any equipment. Take responsibility 

for structural strength of and any required alteration to the building including removal of 
obstructions. 
Provide necessary access roads, dock area suitable for receiving and unloading the equipment, 
secure dry convenient storage space for equipment, tools and materials used on the site, and make 
available any elevation crane or fork lift use for FABTEC, INC. during the installation. 
Maintain the work site in a watertight condition and free of debris or obstructions other than 
caused by FABTEC, INC. 
Prior to the scheduled start of installation, obtain all necessary local, state and federal permits for 
license. 
Provide suitable electric current, lighting, compressed air, water and heat as may be required for 
installation, test and operation of the equipment. 
Install all electrical wiring, conduit, controls, air piping and devices (whether furnished by 
FABTEC, INC. or Purchaser) required for operation of the equipment (except as specifically 
provided for by FABTEC, INC.) 
Provide full service/maintenance of the equipment commencing with operation of the equipment 
or any part thereof. 

b. 

C. 

d. 

e. 

f. 

g. 

H. INSTALLATION BY PURCHASER - When the equipment is installed, purchaser will provide the 
required installation labor and all supplies. Purchaser will adjust supports, cut standard length conveyor bed 
sections, belts, conduits and the like to suit the installation and assume responsibility for any improper 
instdilation, adjustments, operation, maintenance, repairs or alterations by person other then FABTEC, 
MC. 
CHANGE AND DELAYS - If purchaser or its agents or other contractors cause changes, delays or 
interruptions of the continuous scheduled progress of work, Purchaser will excuse the delay and reimburse 
FABTEC, INC. for any additional expense which can be established as resulting from such conditions. 

I. 

J. ASSIGNhENT - It is agreed that Purchaser shall not delegate the performance of any obligation there 
under or assign any rights arising under this proposal to any third person without the prior written consent 
of FABTEC,INC. 

' 8  

I 

I 

1 ;  

i 

I 
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Picacho Water lrnprovement Cdrpofation 
Capital Improvement Plan 

E E C Project No. 208052 
May 73,2009 

The pictures on Pg. 9 show the base of the existing 200.000 gallon above-ground storage 
reservoir located at Water Plant No.1. It is obvious that rusting and corrosion are 
prevalent on the exterior of the tank. This implies that thc interior is in worse condition. 
To remporarily remedy the rusted areas, the water operator has welded steel plates to the 
tank where rusting and leaks were detected. This condition compromises the tank’s 
structural integrity and increases the likelihood of tank failure. Again, this tank is the 
only storage structure in the water system. Therefore, the customers are on the brink of 
losing their potable water supply. To ensure that the customers have a safe and reliable 
water s~ipply the deteriorating tank should he fixed immediately. Some options to 
accomplish this include but xe not limited to the following: 

(’ 

0 

0 

Provide a new water storage structure at Water Plant No. 1 
Rehabilitate Water Plant No. 2 so that it is in conipliance with ADEQ and bring it 

back online 
Abandon both water plants and replace them with a new water plant 0 

I 

i 

The majority of the pipe network is made of ACP. Asbestos cement pipe is no longer 
used for water supply in the U.S. due to danger of asbestos exposure during production, 
installation and maintenance of these pipes. Historically, this pipe has a service life of 50 
years. Pipe aging beyond its service life increases the risk of pipe failure including leaks, 
breaks, cracking, and joint separation. Consequently, the reliability of supplying water to 
its customers decreases. To ensure that the water supply is safe and reliable it is 
recommended that a preventive pipe replacement plan be implemented over the course of 
5 years. This equates to approximately 3,000 linear feet of pipe replacement annually. 
Due to the health hazards that RMJJ  be encountered when handling ACP, it is 
recommended that it be abandoned-in-place. 

The age of the water distribution system is causing the infrastructure to deteriorate. 
Failure is likely to occur at any moment which will cause unpredictable consequences to 

Engineering and Environmental Consultants, Inc. 9 

i 
I 
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I August 18,201 1 

I Irnes904@yahoo.com 
Mr. Hank Holmes, MD 
President 

P.O. Box 44 
Picachoa A285421 

REF: ADOTWaterS 

Dear Mr. Holmes: 

I 

i 

mailto:Irnes904@yahoo.com




41 1 /20 1 2 

1. PWIC Operator Expenses @ $75.00/ hour (Discounted) 
2. Contractor Expenses for Mainline breaks with rates included. 

Total: 
$4800.00 

320.00 
325.00 

3290.30 
5000.00 
3 162.60 

$16,897.90 Total 

.. . . . .  ~. . .  . .  ~. - ..... I 



To: Picacho Water Improvement Corporation 
\ 6240 E Monitor Street 

Picacho, A2 85141 

From: Ed Kile 
P.O. Box 61 
Eloy, AZ 85131 

Date: 3/16/12 

Subject: Invoice for services due to.ADOT impact 

12/5/11 - Line Location 4 hours 
12/11/1l- Line Location 3 hours 
12/20/11-Main Line Break 8 hours 
1/2/12- Li ne Location 3 hours 
1/3/12 - 2”Line Break 5 hours 
1/6/12-8”Line Break 8 hours 
2/8/12-Met with Locator 4 hours 
2/19112 Met  with Dan Padilla 

Total Hours - 64 @ $75.00 per hour 

5 hours 

Total Due $4,800.00 



356572 

cash charge iz] shipping information 
c.0.d. 0 on acct 0 
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20) 251-2098 CONTRACTORS INVOICE Steve 
(520) 229-7058 

Vaquero Excavating &Trucking L.L.C. 
Trenching and Material Hauling 2006 

91 1 West Silverbell Road WORK PERFORMED AT: 
‘ 4, Arizona 

IATE YOUR WORK ORDER NO. OUR BID NO. 

I I 
,- 

1 Material is guaranteed to be as specified, and the above work was performed in accordance with the drawings and specifications 

w- 
_ _  
lis is a Partial 0 Full invoice due and payable by: 

Month Day Year 

CONTRACTORS INVOICE 
Re: Na. G ImrI3.3lffi 

-. - 



CONTRACTORS INVOICE ~ r Allen - Steve 
I (520) 251 -2668 (520) 229-7056 

Vaquero Excavating 8t Trucking L.L.C. 
2007 Trenching and Material Hauling 

16661 1 West SilveItJell Road WORK PERFORMED AT: 
i 

,’ .ana, Arizona 

DATE YOUR WORK ORDER NO. OUR BID NO. 

/- 9- / z  

1 1 I 

I 

* 

All Material is guaranteed to be as speclfied, and the above work was performed in accordance with the drawings and specifications 

32Pc,70 ) 
/2 

Year 
hds is a Partial Full invoice due and payable by: 

Month 

CONTRACTORS INVOICE 



len- ' 
20) 251 -2098 

)ATE 

Vaquero Excavating &Trucking L.L.C. 
Trenching and Material Hauling 

YOUR WORK ORDER NO. OUR BID NO. 

$1 1 West Silverbell Road 

CONTRACTORS INVOICE Steve 
(520) 229-7058 

2009 
WORK PERFORMED AT: 

1 Arizona 

I Material is guaranteed to be as speclfied, and the above work was performed in accordance with the drawings and specifications 
pleted in a substantial workmanlike manner for the agreed sum of 

Dollars ($ 

Year 
2 7  

D a y  
/ d 

ris is a 0 Partial Full invoice due and payable by: 
Month 

CONTRACTORS INVOICE 



-~ . . . 

I lhwi 
520) 251 -2098 CONTRACTORS INVOICE Sew 

(520) 229-7058 

Vaquero Excavating &?Trucking L.L.C. 
Trenching and Material Hauling 

p I 1  West Silverbell Road WORK PERFORMED AT: 
, 2010 .i 

\a, Arizona 

DATE . I YOUR WORK ORDER NO. I OUR BID NO. 1 

I I 

I1 Material is guaranteed to be as specified, and the above work was performed in accordance with the drawings and specifications 
rovided for the above work, and was completed in a substantial workmanlike manner for the agreed sum of 

b L e  - Ad P Vm <ollars ($ 1 

A 
Month Year 

27 
Day 

rlis is a Partial 0 Full invoice due and payable by: k 
CONTRACTORS INVOICE 

1 
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* Arizona Department of Transportatlon 
'. Intermodai Transportation Division 

206 South Seventeenth Avenue Phoenix, Arizona 850073213 

Janice K. Brewer 
Governor 

John S. Halikowski 
Director 

January 24,201 1 
Floyd Roehrich Jr. 

state Engineer 

Mr. Hank Holmes 
P.O. Box 904 
Jefferson, OR 97352 

RE: Project: NH-O10-D(205)A / 010 PN 210 H769602R 
Section: I-lO,I-l0/SR87 TI 
Subject: Picacho Water Improvement Cop,-Mitigation- . " . -  - - . _ _ ^ _  

Dear Mr. Holmes, 

The ADOT has evaluated the PWIC system and is cornmined to partnering with you to help the 
community preserve its water supply. 
Administration and ADOT will assist financially with the PWIC mitigation using federal h d s  but must 
comply with federal regulations regarding how the monies are used. 

The evaluation consisted of reviewing the analysis done by Ed Geiser and Tristan Woster of EEC, Inc. 
dated March 3 1,2009. ADOT agrees with implementing some, but not all, of the components 
mentioned in their analysis. As you are well aware, many of the issues facing PWIC are simply the 
result of the faciiities reaching the end of their fbctiond life and are not due to ADOT's highway 
project. 

This project is funded completely by the Federal Highway 

ADOT wi l  sleeve and pipe 1-10 in two areas for water from Water Plant # 1 to go south of the highway. 
ADOT will remove any asbestos containing pipe Within new or existing dw. ADOT will pay to bring 
new service lines to the edge of the r/w but from this point final hook-up to any structure must be done 
by PWIC. ADOT will re-imburse the contractor directly for the pipe hook-up and this amount will be 
based on the lowest bid of three qualified contractors. Other repairs or replacements that need ta be 
do.meger-EEC's analysis will need to be addressed by PWIC. 

If you have any questions, please contact me. 
-- . _ _  - - --  _ _  _- - - _  . _ _  - _ _  

Pete. Mayne 
Right of Way Agent 
Arizona Department of Transportation 
205 South 17th Avenue, MD 612E 

.- Phoenix, AZ 85007-3212 
ph: (602) 712-8738, fax: (602) 712-3051, e-mail: pmayne@azdot.gov 

mailto:pmayne@azdot.gov


ADOT 
Janice K. Brewer 

Governor 

John S. Halikowski 
Director 

Arizona Department of Transportation 
Intermodal Transportation Division 

206 South Seventeenth Avenue Phoenix, Arizona 85007-321 3 

Jennifer loth 
State Engineer 

F e b k ~ G f 2 0 1 2  

Mr. Hank Holmes, President 
Picacho Water Improvement Corporation 
P.O. Box 904 
Jefferson, Oregon 973 52 

Re: Picacho Water Improvement Corporation, Picacho, Arizona 

Dear Mr. Holmes: 

I am responding to your letter (sent via e-mail) dated January 23, 2012. Your letter was very 
helpful in my understanding of your position in this matter. 

In order to obtain input regarding impact of the Interstate-10 improvement project on the Picacho 
Water Improvement Corporation (PWIC) system, on January 23,2012, I assembled a meeting of 
representatives from the various sections within the Arizona Department of Transportation 
(ADOT) that are involved with this project. A member of the Office of the State Attorney 
General was also at this meeting as were representatives from the Federal Highway 
Administration. 

Issues raised in your letter contributed substantially to the discussion at this meeting and the 
insight provided by the various representatives allowed for a thorough analysis of these issues. 
The project Environmental Assessment, federal and state legal requirements, mitigation 
measures, and acquisition and demolition processes were discussed at length. 

Following is a summary of the discussion: 

Project Environmental Assessment-Both ADOT and FHWA reviewed the EA and 
neither have found a flaw with the EA. If new information comes in, ADOT is Willing to 
review and take action if needed, but at this time there is nothing in the process that 
ADOT or FHWA have issue with. 
State Legal Requirements - The ADOT Right of Way Group and the Office of the 
Arizona Attorney General have reviewed the project and have determined that ADOT has 
priory rights. The utilities owned by the water district are in under permit and as such are 
required to relocate if they are in conflict. 
Mitigation Measures - It is my understanding that ADOT has agreed to replace, at 
ADOT’s cost, sections of the water lines which will need to be relocated as a resuIt of the 
project and with-in the right of way. The cost of this work is approx 500K. This work 
would be done at the time of construction. 



Mr. Hank Holmes 
January 25,2012 
Page Two 

Acquisition and Demolition Processes - ADOT is completing the first of three demo 
projects. In Raul Torres’s January 23,2012 e-mail, questions are answered as to who to 
contact if there is a break in the line and contact info is given in case of an emergency. 
As stated in the e-mail, if the leak is caused as a direct result of work conducted by 
ADOT, we will respond as we are contacted. 

The above discussion resulted in a consensus that ADOT is not in a position to consider payment 
of compensation to PWIC or to provide mitigation measures beyond those already incorporated 
into the construction project. 

Having been involved with the Interstate-10 Picacho Project for a number of years, you are 
certainly aware of ADOT’s need to move ahead with this important highway improvement. We 
must, therefore, continue to acquire the right of way needed for construction and to relocate 
those individuals displaced by the project. Demolition of improvements on the acquired 
properties will proceed per established guidelines. 

We encourage your continued involvement and input throughout these activities as well as 
during the phases of the project. With that being said, ADOT will be calling to schedule a 
meeting between PWIC, ADOT Right of Way Group and myself to discuss next steps. ADOT is 
willing to coordinate with PWIC in the effort to minimize any inconvenience, either to PWIC or 
to the residents of Picacho. 

( 

Sincerely, 

9 A L d  
Dallas Hammit 
Deputy State Engineer, Development 
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From: Peter Mayne <PMayne@azdot.gow 
To: hank holmes <happyholmes904@yahoo.com> 
Cc: Bill Collings <dnacivil@aol.com>; Arlene Kile <arleedki5@yah~.com>; Dallas Hammit 
<DHammit@azdot.gov>; Brian Rockwell <BRockwelI@azdotgov>; Ken Davis 
<ken.davis@dotgov>; Stephen Wilson <smwilson@azdot.gov>; Nancy Scott 

<Ipatton@dot.gov> 

Subject: RE: Picacho Water Improvement Corp. (PWIC) 

Hank, 

As we discussed over the phone last week, here's a response to the four areas you requested. 

1. Proof of (Prior) Rights. 

provide proof of the prior rights claim by submitting easement documents or other similar 
documents providing evidence of their claim. To date, no such documents have been submitted 
to ADOT and we can only surmise no such documents exist. Also, ADOT has offered to 
construct a new loop system with new pipe to ensure a water source for your remaining 
customers, all at ADOT expense. This is very similar to ADOT paying a prior rights claim and is 
to your benefit. The loop system requires some cooperation from PWlC, but the cooperation has 
been repeatedly withheld. Additional payment based on a Prior Rights Claim is denied. 

If the Utility Co. is claiming prior rights, it has always been incumbent on the Utility Co. to 

2. Clarification of the Mitigation Language. 
The mitigation language in the environmental document says "During final design, the 

Arizona Department of Transportation will coordinate with the Picacho Water Improvement 
Corporation to mitigate the impacts and ensure a continued source of water to the community of 
Picacho with minimal disruption of the water supply during construction." The language seems 
pretty clear and the loop system proposed is in line with the mitigation measures. The 
environmental document is required for the project and is for use by the Department. Input from 
the public is desired, solicited and helps formulate any mitigation measures that may be needed, 
but the ultimate decision on what the appropriate mitigation measures are rests with ADOT. 

3. Franchise. 
ADOT has reviewed a franchise agreement between Picacho Water Improvement Corp. and 

Pinal County from 1987 that expired after twenty-five years. The franchise agreement does not 
affect our highway project. Also checked with with the same person at Pinal County that you 
contacted, for copies of the recent franchise agreement that you said was renewed in 2006. The 
copies sent were for Picacho Water Company, an entirely different entity than W C .  No 
evidence has been submitted to ADOT that the franchise agreement for PWlC was indeed 
renewed. If a copy of the renewed franchise agreement is available, AD07 would like to review 
it. 

4. 

to utilize your expert rather than hiring a separate one, thus ensuring that PWIC had ample 
access and input into the design and implementation of the mitigation measure, but again 
cooperation was repeatedly withheld. 

Expertise of Small Water Systems. 
ADOT is in the process of hiring a small systems expert now. We have previously attempted 

Also, you mentioned having ADOT perform an ALTA survey, but a survey is unnecessary. 
ADOT tried to get PWlC permission, by a Temporary Entry document, to ascertain pipe locations 



I 

l j  

ns 

If you would like to meet tu discuss this or if you have any questions or comments, please let me 
know. ~ 

Cordially, 
Pete Mayne 
602-71 2-8738. 
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DISBURSEMENT REQUEST AND AUTHORIZAT113M 

.. . 

Borrower: HENRY H. HOLMES 
P.O. BOY 904 
JEFFERSON, OR 97352 

Lender: GREAT WESTERN BANK 
Casa G r a d  Main O f b e  
1300 E. Flar.ence Blvd. 
P.O. Box 12D66 
Casa Grade. AZ 85130-2066 

LOAN TYPE. This is a Fixed Rate (7.750%) Nondisclosable Loan to an individual for $24,667.41 due on February 4, 2013. 

PRIfflARY PURPOSE OF LOAN. The primary purpose of this loan is for: 
~ 

13 Personal. Family. or Household Purposes or Personal Investment. 

Businassi(lnc1uding Real Estate investment). 

SPECIFIC PURPOSE. The specific purpose of this loan is: RENEWAL OF PICACWO WATER LMPROVEMENT CORP LOAN. 

MSBURSEMENT INSTRUCTIONS. Borrower understands that no loan proceeds will be disbursed until a1 of Lender's conditions for making the 
ban have been satisfied. Please disburse the ban procasds of 824,667.41 as follows: 

Amount paid on Borrower's account: 8 24,337.41 

Other Charges Financed: 430.00 

Total Fbranced Psepid Finance Charges: $300.00 

$24,337.41 Payment on Loan # 80061 7002 

$30.00 FED EX FEE 

$1 50.00 LOAN FEE 
$1 50.00 DOC FEE 

Note Principal: 824,667.41 

(, ,4NANCIAL CONWTION. BY SIGNING THIS AUTHORIZATION, BORROWER REPRESENTS AND WARRANTS TO LEAIDER THAT THE 
INFORMATION PROVIRED ABOVE tS TRUE AND CORRECT AND THAT THERE HAS BEEN NO MATERIAL ADVERSE CHANGE IN BORROWER'S 
FINANCIAL CONDITION AS DISCLOSED IN BORROWER'S MOST RECENT FINANCIAL STATEMENT TO LENDER. THIS AUTHORIZATION IS 
RATED FEBRUARY 4.201 1. 

B0,RROWER: 
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Great Western Bank- M.mber FDlC 

Making Life Great 

i 
1 January 25,2011 I 

Henry H. Holmes 

1700 Geary S t  S E 

Albany, Oregon, 97322 

Hank, 

Enclosed is the renewal loan stretching the maturity date out 24 months. Your payments will remain 
the same a t  $309.00 per month and the interest rate remains unchanged. The loan fees involved have 
been added to the loan so there is no need to pay those a t  this time. Please sign in the areas marked 
and have your signatures notarized. Please return through Fed-EX. If you have any questions, please 
contact me. 

Sincerely, 
< 

Terry Stiain 

VP Business Banking MGR 

520-876-2970 

Terry.strain@greatwesternbank.com 

w w w . G r e a t W e s t e r n B a n k . c o m  

mailto:Terry.strain@greatwesternbank.com
http://www.GreatWesternBank.com


Picacho Water Improvement Corporation 
6240 Monitor Street 
PO Box 10 
Picacho, AZ 85 14 1 

Jcffrey M. Michlik 
PJtilities Division 

1200 
Plioenix, Arizona 85007 

Scott Hesla 
Legal Division 
Arizona Corporation Commission 
1200 West Washii-tgton Street 
Phoenix, Arizona 85007 

Docket NO. W-01774A- 12-0089 
Response First Set of Data Requests 

Dear Sirs: 
This respanse provides the infomiation that you requested 3/22/2012. The Second Data 
set will follow very shortly. 

Sincerely, 

Hank Holmes 
President PWf C 
541 -327-2676 
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PWC RESPONSE TO : 

(Note: Responses/ Answers are below each request for information and documentation is 
included as Attachments A- ). 

s m  1-1 Refer to page nine of the Compmy's 2010 Annual Report filed with the Arizona 
Corporation Chminission ('&inmission'), and provide the Cammission Decidos 
No. that granted h e  Company authorization for each of the %rea outstanding 

Answer: PWfC does not have Commission Decision Numbers for the three loans. 
PWIC did not apply to the ACC to approve these loans. It was not with any intention to 
deceive. PWIC was simply unaware of the requirement to do so. 
Justification: PWIC had great diBculty awacthg Board members for the two decades 
after the 1987 rate increase and had very litlle sophistication as u company. We naively 
thought that we could rely on our accountant ta monitor our compliance. We avoided 
applying fur a lam rate increase because our understanding was that the process required 
an attorney and was expensive ($20,000 was the figure given us). Wc niaclc what we 
thought was the prudent decision to apply once when our Capital Improvement Plan was 
coniplete and the rate could reflect modest system replacements and repairs. 

JMM 1-2 Qn page cleven of the Company's 2010 Annual Report filed with the 
Commission, the Company indicates that it hm only 6 customers, all with two- 
inch meters. Plcasc provided tho following: 

a. Provide the nuuzbw of customers k r  each meter size prior to discoranections 
due to the AIX)'T I-10 project. 

Answer: There were 123 Residential (5/8" -1 1/2 "} and 6 - 2"' meters 

b. Provide the number of customers fox each meter size subsequent to 
disconnections due ID the AI)O"I" 1-10 project. 

Answer: There we G8 residential and 2 - 2" meters. 



* '  
c 

,JMM 1-3 Regarding the Emergency rate npplimtion that the Company fled on March 15, 
20 12, pleusc provide a response to cach of the fol.Iowi,ving: 

a. Explain how the Company cafculakd the $24,000 in lost revenue. 

Answer: Average revenue per year = $65,000 X .42 (42% of ratepayers lost) = $27,300 

b. Explain the basis of the $15,000 emergency fund and show supporting 
calculations. 

Answer: Over the years a major repair (pulling a failed pump, etc) has cost PWC in the 
range of $10,000 plus or minus. We have averaged a major every 2 years. The last two 
repairs required urgent loans from stockholders. PWXC has na reserves to handle major 
repairs and $15,000 in reserves would dlow continued operation despite expected 
emergencies. 

c. Explain how the $30,000 cost for the tempatmy parch for the 200,000 
storage tank was determined and provide all supporting duL-urnentatiun (e.g., 
writfen estimates) . 

Answer: Please see Attachment A which is a bid for placing a steel ring 2 feet high 
around the base of our 200,000 gal storage tank which is past its use€ul lifetime (50 
years), is rusted out at the bottom and bulging, has been welded several times, could fai l  
at any time, and would be very expensive to replace. The bid is for $25,000, but we are 
hoping to negotiate lower. See attached Picture labeled Attaclurment B. It is estimated 
that this will extend the life o f  the tank for 5-1 0 yeas. This "rime would allow PWXC to 
replace with loans or grants. 

Answer: In August of 201 I,  PWIC hired 8 Water Engineer (Rill Collings) syecifiwlly 
for the purpose of representing us in interactioiis with ADOT which we could not avoid. 
We are to interface with their engineers in the design slnd placement of replrtcement 
inainlines to maintain the integrity of' our system. Attachment C is the unsigned contract 
with h2r CoHings' rates. ADOT denies responsibility for this impact even though it is 
necessitated by their construction. For the four month period August 201 1 - Jan 2012 we 
have paid Mr. CoElings $3450. This expense is expected to continue at approximately the 
same level/ rate over the next two years during ADOT's demolitioii and eonmction. 
Four months at $3450 computes to $ I  0,350 per year. 

2 



Answer: ADOT’s project demands a lot of our operator beyond what he is paid for such 
as endless Blue Staking. fixing breaks (most expensive of which have heen mainline 
breaks to our Asbestos Cement main-lines), locating vdves and pipes, on site availability 
from 3040 minutes distant depending on whether he is at home our out on his ranch. 
Major breaks entail hiring a contractor With the equipment and expertise to come from 
Tucson. Since ADOT began demolition preparations and demolition ow costs have been 
$16,897 (See Attachment D) of which we have received no reimbursement. We have 
hope that an agreement will be reached, however that does not look possible now. 
Attachment E is ADOT’s current position expressed in three difkrent documents by Pete 
Mayne, Dallas Hammitt, summarizing an ADOT review of our claims, and confirmed by 
Pete Mayne. PWlC feels that $f5,000/ year for the period of construction is very 
conservative. 

Answer: W-e appologize Cor providing an incorrect figure. The correct figure is $37081 
war. Attachnient F is the loan document from Key Bank. In 201 1, Key Bank would not 
knew this PWIC loan without a guarantor and President Hank Iiolmes, became the 
stockholder guarantor for the PWIC Loan. At that time mitigation compensation from 
ADOT had been promised and seemed emimnt, part of which would be used to pay off 
the Ioai. The monthly payment, htmest and principal is 
$309.00/ month x 12 = $3708.00/ year. The loan exists because PWTC has had to divert 
revenue to respond to ADOTs impact mther than to this loan. 

That now has changed. 



‘ . I ’  

I 
Docket Control 

Steven M. Olea 
Director 

TO: 

FROM: 
I 

DATE: April 27,2012 

I RE: STAFF REPORT FOR PKACHO WATER IMPROVEMENT 
CORPORATION’S APPLICATION FOR AN EMERGENCY RATE 
INCREASE (DOCKET NO. W-01774A-12-0089). 

Attached is the Staff Report for Picacho Water Improvement Corporation’s (““Company”) 
Staff recommends approval of an emergency application for an emergency rate increase. 

revenue increase as described herein. 

Any party who wishes may file comments to the Staff Report with the Commission’s 
Docket Control by 4:OO p.m. on or before May 4,2012. 

SM0:JMM:red 

Originator: JefEey M. Michlik 
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Director, Utilities Division 
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1200 West Washington Street 
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EXECUTIVE SUMMARY 
PICACHO WATER IMPROVEMENT CORPORATION 

DOCKET NO. W-01774A-12-0089 

Picacho Water Improvement Corporation (“Company”) is engaged in the business of 
providing water services to customers in the unincorporated community of Picacho (Picacho 
Village), southeast of Eloy in Pinal County, Arizona. The Company provides services to 
approximately 70 metered customers and its current rates became effective July 1, 1987, per 
Arizona Corporation Commission Decision No. 55612. 

EMERGENCY RATE CASE 

The Company’s emergency rate application requests an increase in revenues of $88,308 
per year in order to remain financially solvent. 

STAFF RECOMMENDATIONS 

Staff recommends approval of an emergency revenue increase of $43,888 annualized. 

Staff further recommends that the Company file a general rate case application within 12 
months of a Commission Decision in this matter. 

i l  

Staff further recommends that the Company file, in conjunction with the ordered rate 
application filing, a financing application if the Company intends to borrow money to address 
any infrastructure needs that remain after the Interstate- 10 realignment. 

Staff further recommends that the Company coordinate the reading of its well meters and 
individual customer meters on a monthly basis and report this data in its Utilities Division annual 
report going forward. 

Staff further recommends that, in the event the water loss reported in any Annual Report 
is greater than 10 percent, the Company shall prepare a report containing a detailed analysis and 
plan to reduce water loss to less than 1.0 percent. If the Company believes it is not cost effective 
to reduce the water loss to less than 10 percent, it should submit a detailed cost benefit analysis 
to support its opinion. In no case shall the Company allow water loss to be greater than 15 
percent. The water loss reduction report or the detailed analysis, whichever is submitted per this 
recommendation, shall be docketed as a compliance item no later than March 31 of the year 
following the excessive water loss. 

I 

Staff further recommends that the Company seek a technical assistance grant from 
Arizona Department of Environmental Quality (“ADEQ”), to complete a more comprehensive 
evaluation of the water system post Arizona Department of Transportation (“ADOT”) 
construction prior to investing in the proposed tank repair. 



Staff further recommends that the Company file as a compliance item in this Docket 
proof of its application for a technical assistance grant with the appropriate authority within 45 
days of the effective date of the Commission’s Decision in this matter. 

Staff further recommends that the Company file a curtailment tariff as soon as possible, 
but no later than forty-five (45) days after the effective date of the Commission Decision in this 
matter. The tariff should be filed with Docket Control as a compliance item under this same 
docket number for Staffs review and certification, and the tariff should generally conform to the 
sample tariff found on the Commission’ s web site at 
h~p: / /~~.azcc.aov/Divis ions/ut i l i t ies / fo~s/C~lmentS~d~d2OO9.doc.  

i 
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INTRODUCTION 

On March 8, 2012, Bicacho Water Improvement Corporation (“PWIC” or “Company”) 
filed an application for an emergency rate increase with the Arizona Corporation Commission 
(“Commission”). A Procedural Order dated March 23, 2012, established May, 7, 2012, as the 
date for a hearing on the application. 

The Company’s application implies that the cause of the emergency is the Arizona 
Department of Transportation’s (“ADOT”) realigning of a curved section of Interstate 10, that 
passes through the community of Picacho, which will result in approximately 75 properties being 
acquired, vacated and demolished as part of the project.’ 

Attorney General Opinion No. 71-17, allows for interim or emergency rates when one of 
three conditions is present: (1) sudden change brings hardship to a company; (2) the company is 
insolvent; or (3) the condition of the company is such that its ability to maintain service pending 
a formal rate determination is in serious doubt. 

The Company in its emergency rate application asserts that each of these three conditions 
has been met, as follows: 

1) Situation of sudden change which brings hardship to a Company. 

The sudden loss of 53 water users from 127 (42%) due to ADOT’s 
acquisitions causes an immediate reduction of revenue from 
approximately $6,666 per month to $3,866 per month. This loss of users 
is permanent with no possibility of new settlement in Picacho in the 
foreseeable future. The situation occurred due to ADOT realignment of 
Interstate-10 through the Village of Picacho. Mitigation was expected and 
promised for three years, however, PWIC2 is now told that no 
compensation will be paid by ADOT. 

All attempts to appeal, arbitrate, and reverse this position have failed to 
date. We have involved the ACC in our dilemma. In addition to loss of 
ratepayers, PWIC has accumulated $50,000 in debt directly related to the 
impact of ADOT’s project over the last 4 years. Our Capital Improvement 
PIan (To be coupled with rate increase application) has been delayed 3 
years due first to uncertainty about the new alignment of Interstate-10 and 
now to loss of ratepayers to spread the cost of improvements. The CIP 
was begun in 2006 and could not be completed until May 2009 because of 
the uncertainty of how to address three different Interstate-1 0 placement 
scenarios. We have accumulated engineering, legal, matching fund 

’ Some of the homes have already been acquired, vacated and demolished. ’ Picacho Water Improvement Corporation refers to itself as PWIC. 
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contributions and endless communications and meetings to present our 
€egitimate claims. Extra demands are placed on the Water Company daily 
due to ADOT demolition and construction activity. Response to two 
mainline breaks (caused by ADOT) alone cost over $6,000. ADOT has 
refused to create a memorandum of understanding or formal mechanism 
for mitigating its impact. We are endlessly blue staking, identifying pipes, 
removing meters, fixing pipes, etc. 

2) Situation where Company is insolvent. 

PWIC is insolvent due to the above. Any major equipment breakdown 
will precipitate a financial crisis. 

3) Situation where ability of Company to maintain service bending a formal 
rate determination) is in serious doubt. 

Without some kind of breakthrough with ADOT and/or the Federal 
Highway Administration (Appears doubtful at this time), operating 
revenue will be exhausted within 1 month. Any equipment failure (Pump 
failure for example) cannot be paid for. PWIC has continuous demands 
by ADOT for services due to its demolition activity in our franchise. 

In support of the above, the inability of the Commission to grant 
permanent rate relief within a reasonable time would be grounds for 
granting interim relief. This would require that the Company demonstrate 
that the period needed to grant permanent relief would not be reasonable, 
given the emergency condition present. 

Our financial needs are immediate or we may be forced to curtail services 
in an emergency fashion leaving residents without water. The ACC has 
had no influence over ADOT’s position. 

The Company requests an additional $83,308 per year in revenues to remain in business, 
but it did not provide any proposed method or mechanism for recovery of the additional revenue 
requested. 

COMPANY BACKGROUND 

The Company is engaged in the business of providing water services to customers in the 
unincorporated community of Picacho (Picacho Village), southeast of Eloy in Pinal County, 
Arizona. The Company provides services to approximateIy 70 metered customers, and its 
current rates became effective July 1, 1987, per Commission Decision No. 55612. 

On March 8,20 12, the Company filed the Emergency rate case described herein. 
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CUSTOMERS 

In response to Staff data request JMM 1-2, the Company stated that it now provides 
service to 68 residential 5/8 x 3/4-inch metered customers and 2 two-inch metered cu~tomers.~ 

COMPLIANCE 

A check of the Commission‘s Compliance database shows no delinquencies for the 
Company. However, as discussed below, the Company has incurred long-term debt without 
Commission authorization in violation of A.R.S 940-301. 

CONSUMER SERVICES ANALYSIS 

Consumer Services reports that the Company is currently in good standing with the 
Corporations Division. 

A search of the Utilities Division database fiom January 1,2009, through April 10,2012, 
indicates that there have been zero complaints, zero inquires, and zero opinions opposing the 
emergency rate case request. 

ENGINEERING ANALYSIS 

System Analysis 

The Company’s water system well production capacity is 325 gallons per minute 
(currently there is one well serving the water system): and the system currently has 200,000 
gallons of storage capacity. The system has no fire hydrants, and there is no fire flow 
requirement. 

Engineering Memorandum 

A discussion of S t a f f s  technical findings and conclusions is provided in the attached 
Engineering Memorandum. 

Ability to Maintain Service 

Staff concludes that the Company has adequate production and storage capacity to serve 
its existing customers and reasonable growth. 

Prior to initiation of ADOT’s 1-10 realignment project, the Company provided service to 123 residential 5/8 x 3/4- 

The Company has an interconnect agreement with the Picacho Elementary School Public Water System as an 
inch metered customers and 2-two-inch metered customers. 

alternate source. The Company is not purchasing any water fiom this alternative. 
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FINANCIAL ANALYSIS 

Staff applies Attorney General Opinion No. 71-17 when determining if an emergency 
condition exists. That opinion allows interim or emergency rates when one of three conditions is 
present: (1) sudden change brings hardship to a company; (2) the company is insolvent; or (3) the 
condition of the company is such that its ability to maintain service pending a formal rate 
determination is in serious doubt. 

S W s  analysis of each of these three conditions is presented below: 

Condition One: Sudden change brings hardship to the company 

The Company has known about the Interstate-10 realignment for several years5 Staff 
became aware of the potential effects of the road realignment in October 201 1, when Staff met 
with representatives of ADOT at their request. Staff subsequently coordinated phone calls and 
meetings that included S W ,  ADOT and the Company to facilitate a better understanding of the 
Company’s situation. Staff suggested several times that the Company file requests for a rate 
increase and financing and, on November 30, 201 1,  provided Mr. Holmes with both emergency 
and permanent rate applications and information about the related processes and procedures. 
Staff again encouraged Mr. Holmes to file for a permanent rate increase, which could be 
processed without a hearing. Accordingly, Staff concludes that emergency condition one has not 
been met because there has been no sudden change that brought hardship to the Company. 

Condition Two: The Company is insolvent 

The Company’s annual report for the year ending December 31, 2010, submitted to the 
Utilities Division of the Commission, indicates an operating loss of $4,385. The Company’s 
cash flow from operations, assuming no repayment of principal on $45,000 of long-term debt, is 
negative $6,278 (-$4,385 operating loss - $3,388 interest expense + $1,497 depreciation 
expense). The Company’s 2010 m u a l  report shows that it has three loans: (Great Western 
Bank, October 28, 2003, $25,000; Mrs. Holmes, March 1, 2006, $5,000; and Hank Holmes, 
March 1, 2007, $15,000.)6 According to the Company’s 2010 annual report, it repaid $1,000 of 
principal on the Great Western Bank loan in 2010 and that was the only repayment of these loans 
since their inception. The 2010 annual report also shows a $19,464 negative equity position 
caused by accumulated losses of $32,803 and a cash balance of $6,814. This financial 
information shows that the Company has been operating at a loss over an extended period and 
has borrowed $45,000 of which $6,814 remained on hand at the end of 2010 to cover continuing 
cash deficiencies. Moreover, the Company’s negative equity position and outstanding debt are 
significant obstacles for issuing additional debt. The Company’s negative cash flow and its 

Per review of correspondence between ADOT and the Company, the Company states that its first meaningful 
contact occurred on April 13,2009. 

The Company has not obtained Commission authorization to issue debt as required by A.R.S. 5 40-301. The 
Company refmanced the Great Western Bank loan in the amount of $24,667 on February 4,201 1. These debt 
issuances are invalid without the required regulatory approvals. 
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limited ability to issue additional debt will result in its inability to pay its obligations as they 
come due once its cash balance is absorbed. Loss of a large portion of the Company’s customer 
base is likely to exacerbate the Company’s cash flows compared to the 2010 results. Thus, the 
Company does not have the capacity to cover any additional costs related to the ADOT 1-10 
realignment. Accordingly, Staff concludes that the Company is insolvent, and it meets 
emergency condition 

Condition Three: The Company’s ability to maintain service pending a formal rate 
determination is in serious doubt 

As described in Staffs engineering memorandum, the Company is in compliance with 
the Arizona Department of Water Resources (“ADWR”) reporting requirements, it is in 
compliance with the Arizona Department of Environmental Quality (“ADEQ) requirements, it 
is currently delivering water that meets water quality standards and it has adequate production 
and storage capacity to serve its existing customers and reasonable growth. Accordingly, Staff 
concludes that emergency condition three has not been met. 

Stars  determination of whether emergency interim rates are warranted 

Staff concludes that one of the conditions for eligibility for emergency rates exists - the 
Company is insolvent. 

COMPANY’S PROPOSED EMERGENCY REVENUE CALCULATION 

The Company’s application states that it would need an additional $83,308’ per year in 
revenue to remain in business, summarized as follows: 

1. Lost Revenue from operations (Fixed Costs) $24,000 
2. Emergency Fund $15,000 
3. Temporary Patch Failing 200,000 Storage Tank $20,000 
4. Engineering (Response to ADOT) $lO,OOO 
5. Increased Operations responding to 1-1 0 construction $15,000 
6.  Service on $25,000 loan $ 4,308 

$88,308 per year 

In it’s response to Staff data request JMM 1-3, the Company described its calculation of 
each component as follows. 

1. Lost revenue fi-om operations ($24,000): 

Average Revenue per Year = $65,000 x 0.42 (42% of ratepayers lost) = $27,300.9 

’ Staff notes that the Company has greatly contributed to its own insolvency by not filing rate applications despite 
years of operating without a profit and by borrowing funds without regulatory approval. 
* $83,308 is apparently a typographical error since the sum of detailed request is $88,308 per year. 
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2. Emergency fund ($15,000): 

Over the years a major repair (pulling a failed pump, etc) has cost PWIC in the 
range of $10,000 plus or minus. We have averaged a major every 2 years. The 
last two repairs required urgent loans from stockholders. PWIC has no reserves to 
handle major repairs and $15,000 in reserves would allow continued operation 
despite expected emergencies. 

3. Temporary patch for storage tank ($20,000): 

Please see Attachment A which is a bid for placing a steel ring 2 feet high around 
the base of ow 200,000 gal storage tank which is past its useful lifetime (50 
years), is rusted out at the bottom and bulging, has been welded several times, 
could fail at any time, and would be very expensive to replace. The bid is for 
$25,000, but we are hoping to negotiate lower. See attached Picture labeled 
Attachment B. It is estimated that this will extend the life of the tank for 5-10 
years. This time would allow PWIC to replace with loans or grants. 

4. Engineering response to ADOT ($10,000): 

In August of 201 1 , PWIC hired a Water Engineer (Bill Collings) specifically for 
the purpose of representing us in interactions with ADOT which we could not 
avoid. We are to interface with their engineers in the design and placement of 
replacement mainlines to maintain the integrity of our system. Attachment C is 
the unsigned contract with Mr. Collings' rates. ADOT denies responsibility for 
this impact even though it is necessitated by their construction. For the four 
month period August 201 1 - Jan 2012 we have paid Mr. Collings $3450. This 
expense is expected to continue at approximately the same level/ rate over the 
next two years during ADOT's demolition and construction. Four months at 
$3450 computes to $10,350 per year. 

5. Increased operations responding to Interstate-1 0 construction ($15,000): 

ADOT's project demands a lot of our operator beyond what he is paid for such as 
endless Blue Staking, fixing breaks (most expensive of which have been mainline 
breaks to our Asbestos Cement main-lines), locating valves and pipes, on site 
availability from 30-60 minutes distant depending on whether he is at home our 
out on his ranch. Major breaks entail hiring a contractor with the equipment and 
expertise to come from Tucson. Since ADOT began demolition preparations and 
demolition our costs have been $16,897 (See Attachment D) of which we have 
received no reimbursement. We have hope that an agreement will be reached, 
however that does not look possible now. 

Staff notes the Company's calculation does not equal the $24,000 stated in the emergency rate application. 
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Attachment E is ADOT’s current position expressed in three different documents 
by Pete Mayne, Dallas Hammitt, summarizing an ADOT review of our claims, 
and confirmed by Pete Mayne. PWIC feels that $15,000 year for the period of 
construction is very conservative. 

6.  Service on $25,000 loan ($4,308): 

We apologize for providing an incorrect figure. The correct figure is $3708/year. 
Attachment F is the loan document from Key Bank. In 201 1, Key Bank would 
not renew this PWIC loan without a guarantor and President Hank Holmes, 
became the stockholder guarantor for the PWIC Loan. At that time mitigation 
compensation from ADOT had been promised and seemed eminent, part of which 
would be used to pay off the loan. That now has changed. The monthly payment, 
interest and principal is $309.00 month x 12 = $3708.00 year. The loan exists 
because PWIC has had to divert revenue to respond to ADOT’s impact rather than 
to this loan. 

STAFF’S RECOMMENDED EMERGENCY INTERIM RATES AND REVENUE 
CALCULATION 

Since Staff deems the Company insolvent due to insufficient generation of cash flow to 
meet on-going obligations, the purpose of any authorized emergency rates would be to satisfy the 
cash flow deficiency until rates can be established in a general rate case. Based on the 
Company’s 2010 reported operating results and analysis of the Company’s emergency rate 
application, Staff has calculated a $43,888 annualized cash flow deficit, as follows: 

Per Annual Report: 
Operating Income/(Loss) $ (4,385) 
Depreciation Expense (1,497) 
Interest Expense (3,3 8 8) 
Principal Repayment (1,000) 
Advance Refunds 0 
Cash Flow Per Annual Report $ (5.276) 

StaSf Adjustments: 
Interest Expense $ 3,388 
Principal Repayment 1,000 
Adjusted 2010 Cash Flow (888) 

Allowance for Contingencies (4,000) 

Pro forma Lost Revenue (24,000) 
Allowance for incremental I- 10 realignment costs (1 5,000) 

Total Annualized Cash Flow Deficiency $(43,888) 
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As shown in the calculation, Staff removed the debt principal and interest payments 
because the Company has not obtained Commission authorization for these loans; accordingly., 
they are invalid. Due to ?he Company’s insolvency, Staff concludes that evaluation of any 
request for approval of the Company’s loans should be conducted within the context of the 
Company’s general rate case that will follow this emergency rate case. Staff‘s cash flow 
deficiency calculation reflects the Company’s estimate for lost revenue and incremental 
Interstate-10 realignment costs, as Staff concludes that these estimates are reasonable. The 
$4,000 allowance for contingencies recognizes the inability to accurately estimate the 
incremental costs of the Interstate-10 realignment, as well as potential deviation in other 
expenses from that experienced in 2010. Staff concludes that the Campany’s emergency request 
for Engineering costs related to the Interstate-10 construction and costs to temporarily patch the 
storage tank should not be included in the emergency rates. Payment of the Engineering costs 
has not been shown to be urgent, and Staff does not support patching the storage tank until a 
more comprehensive evaluation of the water system post ADOT construction has been 
performed. 

Staff has examined the Compky’s current tariff schedule which was approved in 
Decision No. 55612 and notes that the current monthly charge for a 5/8 x 3/4-inch metered 
customer is $14.00 and for a 2-inch metered customer is $21.00. Staff also notes that the 
commodity charge is $1 S O  per 1,000 gallons, and no charge for the first 2,000 gallons. 

Staff recommends the following emergency interim rate surcharges to..provide the cash 
flow deficiency. The emergency interim rate surcharge should appear as a separate line item on 
the customer’s bill, in addition to the monthly minimum amount and commodity charge. Staff 
recommends the following surcharge per customer: 

5/8 x 3/4-inch metered customer 
2-inch metered customer $101.60 

$50.80 

The surcharge amounts were derived as follows: 

r-Meter Size Monthly Surcharge I Number of Customer I x 12 1 Yearly Revenue Amount 
9 8  x 3/4-in~h $50.80 68 12 $41,453 

2-inch $101.60 2 12 $ 2,438 

$43,891 

Staff has prepared a typical bill analysis based on usage of 5,000 gallons per month. 
Staff did not have billing determinants for calculating the actual average and median usage. 
Moreover, the existing billing determinants may not be representative of the remaining 
customers, i.e., usage of the remaining customers may vary from those of the lost customers. A 
5/8 x 3/4-inch metered customer using 5,000 gallons would experience a $36.80 dollar increase, 
or a 198.92 percent increase, in hisher monthly bill, from $18.50 to $55.30, under Staffs 
recommended interim rates. 
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OTHER ITEMS 

Staff also advises the Company that the emergency rates are potentially refundable in the 
event that the Commission determines during the ensuing permanent rate case that the Company 
collections were excessive. 

In response to Staff data request JMM 1-1, the Company indicated that it had previously 
avoided applying for a rate increase because of its understanding that the process required hiring 
an attorney and was expensive ($20,000). Staff notes that, unless the Company’s requested 
annual revenues exceed $250,000, the Company is eligible to file the “short rate 
application, and it is not required to hire an attorney or other consultants. 

STAFF RECOMMENDATIONS 

Staff recommends approval of an emergency revenue increase of $43,888 annualized. 

Staff M e r  recommends that the Company file a general rate case application within 12 
months of a Commission Decision in this matter. 

Staff m e r  recommends that the Company file, in conjunction with the ordered rate 
application filing, a financing application if the Company intends to borrow money to address 
any infrastructure needs that remain after the Interstate-10 realignment. 

Staff further recommends that the Company coordinate the reading of its well meters and 
individual customer meters on a monthly basis and report this data in its Utilities Division annual 
report going forward. 

Staff further recommends that in the event the water loss reported in any Annual Report 
is greater than 10 percent, the Company shall prepare a report containing a detailed analysis and 
plan to reduce water loss to less than 10 percent. If the Company believes it is not cost effective 
to reduce the water loss to less than 10 percent, it should submit a detailed cost benefit analysis 
to support its opinion. In no case shall the Company allow water loss to be greater than 15 
percent. The water loss reduction report or the detailed analysis, whichever is submitted per this 
recommendation, shall be docketed as a compliance item no later than March 31 of the year 
following the excessive water loss. 

Staff further recommends that the Company seek a technical assistance grant from 
ADEQ, to complete a more comprehensive evaluation of the water system post ADOT 
construction prior to investing in the proposed tank repair. 

Staff further recommends that the Company file as a compliance item in this Docket 
proof of its application for a technical assistance grant with the appropriate authority within 45 
days of the effective date of the Commission’s Decision in this matter. 
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Staff M e r  recommends that the Company file a curtailment tariff as soon as possible, 
but no later than fotty-five (45) days after the effective date of the Commission Decision in this 
matter. The tariff should be filed with Docket Control as a compliance item under this same 
docket number for Staffs review and certification, and the tariff should generally conform to the 
sample tariff found on the Commission's web site at 
http://~.azcc.gov/Divisions/Utilities/fo~s/CurtailmentStandard2009.doc. i 

I . . ..- . 



ATTACHMENT A 

M E M O R A N D U M  

DATE April 20,2012 

TO: Jeff Michlik 

FROM: Del Smith a 
Public Utility Analyst V 

Engineering Supervisor 

RE: Picacho Water Improvement Corporation 
Application for Approval of an Emergency Rate Increase 
(Docket No. W-01774A-12-0089) 

Introduction 

Picacho Water Improvement Corporation (“Company” or “Picacho”) serves the Village of 
Picacho. The Village of Picacho is located where State Route 87 intersects with Interstate 10 
r1-10”) southeast of Eloy. The Company serves a four square mile area which includes all of 
Sections 14,15,22 and 23 of Township 8 South and Range 8 East in Pinal County. 

On March 8, 2012, the Company filed with the Arizona Corporation Commission 
(“Commission” or “ACC”) an application for an emergency rate increase. The Company 
indicated that its request for an emergency rate increase was necessary, because it has 
experienced the sudden loss of 53 of its water users, with an immediate reduction in revenue of 
$2,806, as well as a number of expenses resulting from activity caused by the Arizona 
Department of Transportation’s (“ADOT’s) realignment of 1-10 through the Village of Picacho. 
The Company reported that prior to disconnections due to the realignment there were 129 
customers served and subsequent to disconnections there will be 70 customers.’ Picacho’s 
current rates were approved in Commission Decision No. 55612, effective June 17, 1987. 
According to the Company’s operator septic tanks are used in Picacho’s service area for 
wastewater service. 

Picacho Water System 

Description of the Water System 

The Picacho water system was visited on March 30,2012, by Del Smith, of Commission Utilities 
Division Staff (“Staff’), in the accompaniment of Mr. Ed Kile. Mi-. Kile is responsible for the 
day-to-day operation of the Picacho water system and is the Company’s Certified Operator. The 
Picacho facility is classified as a Grade 1 Distribution system and Mr. Kile is a Grade 1 

See Company’s response to JMM 1-2. 1 



The Picacho water system well production capacity is 325 GPM (currently there is one 
well serving the water system and no water is being purchased from the school) and the system 
currently has 200,000 gallons of storage capacity. There are no fire hydrants and the system 
does not have a fire flow requirement. The Company reported 3,456,000 gallons sold dwing the 
peak month of November 201 1. Staff concludes that the Company has adequate production and 
storage capacity to serve its existing customers and reasonable growth. 
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Distribution system and Treatment plant Certified Operator. Mr. Kile’s Arizona Department of 
Environmental Quality (“ADEQ”) Operator Identification Number is OPOO 1 15 1. 

The yard at the operating well site (Water Plant No. 1 located north of 1-10) was reasonably well 
maintained and the in-service plant (Le., well, tanks, visible pipe and valves) seemed to be in 
good working order. Staff did not observe any existing leaks at the well site or in the distribution 
area. The storage tank and pressure tank at Water Plant No. 1 were in poor condition due to age. 
The storage tank showed signs of multiple repairs at its base. Staff, however, did not see 
anything to indicate that a major failure was imminent or about to occur. Staff observed that the 
plant at the secondary well site (Water Plant No. 2 located south of 1-10) had been disconnected 
from the system and was not in-service. The inactive plant included the well (Arizona 
Department of Water Resources (“ADWR”) Registration No. 55-622044) and a pressure tank.2 

The water system consists of one operating well (ADWR Registration No. 55-622043) which has 
a pump yield of 325 gallons per minute (“GPM’). The well feeds water to one 200,000 gallon 
storage tank. Water pressure in the system is increased prior to being delivered to customers 
through a booster system consisting of two 25 horsepower booster pumps and a 7,500 gallon 
hydro-pneumatic pressure tank. The distribution system includes a combination of 4-inch, 6- 
inch and 8-inch asbestos-cement pipe (“ACP”). Picacho has an interconnection agreement with 
the Picacho Elementary School (ADEQ Public Water System (“PWS”) No. 11-072) which 
would enable it to purchase water from an alternative source. Staff understands this agreement 
has never been used. 

System Analvsis 

i 

Water Loss 

Non-account water should be 10 percent or less. It is important to be able to reconcile the 
difference between water sold and the water produced by the source. A water balance will allow 
a company to identify water and revenue losses due to leakage, theft and flushing. Lost water for 
Picacho was calculated to be over 19 percent in 2011 which exceeds S W s  recommended 
threshold of 10 percent. Staff noted that in reviewing prior year annual report records for 2007, 
2008 and 2009 that the Company had lost water levels that were less than 10 percent. Staff 
believes that the water loss may be higher in 201 1 due in part to ADOT demolition activities and 
the resulting main line breaks. 

’ The inactive well was taken off-line several years ago due to maintenance issues and a high operating cost. 
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The Company also reported the same gallons pumped each month during 2011 which 
invalidates the result since the calculation should be based on the actual quantity of gallons 
pumped each month as read at the source meter. Staff recommends that the Company coordinate 
the reading of its well meters and individual customer meters on a monthly basis and report this 
data in its Commission Annual Reports going f o r ~ a r d . ~  Staff further recommends in the event 
the water loss reported in any Annual Report is greater than 10 percent, the Company shall 
prepare a report containing a detailed analysis and plan to reduce water loss to less than 10 
percent. If the Company believes it is not cost effective to reduce the water loss to less than 10 
percent, it should submit a detailed cost benefit analysis to support its opinion. In no case shall 
the Company allow water loss to be greater than 15 percent. The water loss reduction report or 
the detailed analysis, whichever is submitted per this recommendation, shall be docketed as a 
compliance item no later than March 3 1 of the year following the excessive water loss. 

ADEQ Compliance 

Drinking Water Compliance Status Report 

Staff received an ADEQ Drinking Water Compliance Status Report dated November 18, 201 1, 
in which ADEQ reported that the Picacho water system, PWS No. 11-042, is in compliance with 
ADEQ requirements and is currently delivering water that meets water quality standards required 
by Arizona Administrative Code, Title 18, Chapter 4. 

September 9,201 1 Sanitary Survey 

The last ADEQ compliance inspection of the Picacho water system occurred on September 9, 
201 1. Based upon the inspection, ADEQ determined that the operation and maintenance of the 
physical plant was in compliance with ADEQ Rules. In the report the ADEQ inspector noted 
that the storage tank and pressure tank were in poor condition due to age. No ADEQ action 
resulted from the inspection. 

ADWR Compliance 

ADWR reported in an email sent to Staff on March 22, 2012, that there were no issues for 
Picacho and that the Company was in compliance with ADWR reporting requirements. 

ACC Compliance 

A check of the Utilities Division Compliance Database indicates that there are currently no 
delinquent compliance items for Picacho. 

The Company shall collect the data needed to accurately complete the water use data sheets contained in the 
Annual Report form. 
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Other Issues 

Temporary Patch Failinp 200,000 Storage Tank (Old Deteriorating 200,000 Gallon Storage Tank 
Nearing End of Useful Service Life) 

The Company’s only storage reservoir is old and in need of replacement. In its application for an 
emergency rate increase the Company requested $Z0,0004 to extend the life of this storage tank 
until the Company can obtain funds to replace the tank. The Company indicated that the tank 
was past its useful life of 50 years, was rusted out at the bottom, and could fail at any time. 
While ADEQ noted in its last inspection report that this storage tank was in poor condition, it 
concluded that the operation and maintenance of the water system was in compliance with its 
Rules. In addition, Staff did not see anything during its inspection to indicate that a major failure 
of this tank was imminent or about to occur. At this time Staff believes it would be more prudent 
to seek a technical assistance grant from ADEQ to complete a more comprehensive evaluation of 
the water system post ADOT construction. The economics of replacing the existing 200,000 
gallon storage tank with a smaller capacity tank is one option that the Company should consider. 

Increased Operations Responding to 1-1 0 Construction (Pipe Repair Expenses Directly Related 
to ADOT Demolition and Construction Activity) 

According to the Company it is incurring unforeseen pipe repair expenses directly related to the 
1-10 realignment demolition and construction activity. The majority of the distribution system 
pipe is made of ACP.’ This Pipe is approaching the end of its useful service life and like all old 
pipe is more prone to failure due to leaks, breaks, cracking and joint separation, especially in an 
area where heavy equipment is being operated. During its site inspection Staff observed the area 
where major leaks had occurred and where heavy equipment operation and demolition activities 
were continuing in close proximity to the Company’s lines. It is reasonable to expect that more 
breaks will occur as the construction continues. The Company reported that it has already spent 
almost $17,000 on pipe repairs directly related to ADOT activity. Staff concludes that the 
Company’s estimate of costs to cover unforeseen pipe repair expenses is reasonable. 

Cross Connection Backflow Tariff 

The Company has an approved Cross Connection Tariff. 

Curtailment Tariff 

The Company does not have an.approved Curtailment Tariff. Staff recommends that the 
Company file a curtailment tariff as soon as possible, but no later than forty-five (45) days after 
the effective date of the Commission Decision in this matter. The tariff shall be filed with 
Docket Control as a compliance item under this same docket number for Staffs review and 

The actual bid received to complete the proposed tank repairs was for $25,000. The Company was hoping to 

ACP is no longer used for this purpose due to the danger of asbestos exposure during production, installation and 
negotiate the lower $20,000 figure. 

maintenance of the pipe. 
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certification. Staff M e r  recommends that the tariff shall generally conform to the sample tariff 
found on the Commission’s web site at 
http://www.azcc. gov/Divisions/Utilities/forms/C~ailmentStandard2009 .doc. 

Summary 

Conclusions 

1. Staff concludes that the Company has adequate production and storage capacity to serve 
its existing customers and reasonable growth. 

2. ADWR reported that there were no outstanding issues for Picacho and that the Company 
was in compliance with ADWR reporting requirements. 

3. ADEQ reported that the Picacho water system is in compliance with ADEQ requirements 
and is currently delivering water that meets water quality standards required by Arizona 
Administrative Code, Title 18, Chapter 4. 

4. A check of the ACC Utilities Division Compliance Database indicates that there are 
currently no delinquent compliance items for Picacho. 

5 .  Staff concludes that the Company’s estimate of costs to cover unforeseen pipe repair 
expenses is reasonable. 

Recommendations 

1.  Staff recommends that the Company coordinate the reading of its well meters and 
individual customer meters on a monthly basis and report this data in its Commission 
Annul Reports going forward. Staff further recommends in the event the water loss 
reported in any Annual Report is greater than 10 percent, the Company shall prepare a 
report containing a detailed analysis and plan to reduce water loss to less than 10 percent. 
If the Company believes it is not cost effective to reduce the water loss to less than 10 
percent, it should submit a detailed cost benefit analysis to support its opinion. In no case 
shall the Company allow water loss to be greater than 15 percent. The water loss 
reduction report or the detailed analysis, whichever is submitted per t h i s  
recommendation, shall be docketed as a compliance item no later than March 31 of the 
year following the excessive water loss. 

2. Staff recommends the Company seek a technical assistance grant from ADEQ, to 
complete a more comprehensive evaluation of the water system post ADOT construction 
prior to investing in the proposed tank repair. Staff recommends that the Company file as 
a compliance item in this Docket proof of its application for a technical assistance grant 
with the appropriate authority within 45 days of the effective date of the Commission’s 
Decision in this matter. 

http://www.azcc
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3. Staff recommends that the Company file a curtailment tariff as soon as possible, but no 
later than forty-five (45) days after the effective date of the Commission Decision in this 
matter. The tariff shall be filed with Docket Control as a compliance item under this 
same docket number for Staffs review and certification. Staff further recommends that 
the tariff shall generally conform to the sample tariff found on the Commission’s web site 
at http://www.azcc.~ov/Divisions/utilities/fo~s/C~~lmentSt~d~~OO9.doc. 





I TO. Docket Control / 

FROM; Steven M Olea 
Director 
Utilities Division ~ 

1 
I 

DATE: May 1,2012 

RE: NOTICE OF FILING - PICACHO WATER 1MPROVEMENT 
CORPORATION'S APPLICATION FOR AN EMERGENCY 
JNCREASE (DOCKET NO. W-0177419-12-0089) 

Errata - Correction to the Filed Staff Report 

On April 27, 2012, 
Subsequently, Staff identified 
which resulted in an incorrect 

Staff filed its Staff Report in the above-captioned matter. 
a mathematical error in its calculation of the cash flow deficiency, 
calculation of Staffs recommended surcharge amounts. 

Staff hereby provides revised pages 7 and 8, which correct the errors referenced above 
and reflect the revised bill impact of Staffs recalculated surcharge. 

The Procedural Order issued on March 23.2012, directed that Staff file, by May 4,2012, 
any reply to the Company's response to the filed Staff Report. Staff hereby provides notice that 
it will not be filing a written reply. 

SM0:JMM:red 

Originator: Jeffrey M. Michlik 

I 
I 

I 

i 
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Attachment E is ADOT’s current position expressed in three difTerent documents 
by Pete Mayne, Dallas Hammitt, summarizing an ADOT review of our claims, 
and confirmed by Pete Mayne. PWIC feels that $15,000 year fbr thc period of 
construction is very conservative. 

1. Service on $25,000 loan ($4,308): 

We apologize for providing an incorrect figure. The correct figure is $3708/year. 
Attachment F is the loan document from Key Bank. In 201 1, Key Bank would 
not renew this PWIC loan without a guarantor and President Hank Holmes, 
became the stockholder guarantor for the PWIC Loan. At that time mitigation 
compensation from ADOT had been promised and seemed eminent, part of which 
would be used to pay off the loan. That now has changed. The monthly payment, 
interest and principal is $309.00 month x 12 = $3,708.00 year. The loan exists 
because PWIC has had to divert revenue to respond to ADOT’s impact rather than 
to this loan. 

STAFF’S RECOMMENDED EMERGENCY INTERIM RATES AND REVENUE 
CALCULATION 

Since Staff‘ deems the Company insolvent due to insufficient generation of cash flow to 
meet on-going obligations, the purpose of any authorized emergency rates would be to satisfy the 
cash flow deficiency until rates can be established in a general rate case. Based on the 
Company’s 2010 reported operating results and analysis of the Company’s emergency rate 
application, Staff has calculated a $45,888 annualized cash flow deficit, as follows: 

Per Annual Report: 
Operating Income/(Loss) $ (4,385) 
Depreciation Expense 1,497 
Interest Expense (3,388) 
Principal Repayment ( 1,000) 

0 Advance Refunds -- 
Cash Flow Per Annual Report $(7.2161 

i 

StaffA&stments: 
Cash Flow based on Annual Report (from above) 
Interest Expense 
Principal Repayment 
Adjusted 2010 Cash Flow 
Pro forma Lost Revenue 
Allowance for incremental 1-10 realignment costs 
Allowance for Contingencies 
Total Annualized Cash Flow Deficiency 

$ (7,276) 
$ 3,388 

1 .ooo 
(2,888) 

(24,000) 
(I 5,000) 
(4,000) 

$(45,888) 
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As shown in the calculation, Staff removed the debt principal and interest payments 
because the Company has not obtained Commission authorization for these loans; accordingly, 
they are invalid. Due to the Company‘s insolvency, Staff concludes that evaluation of any 
request for approval of the Company’s loans should be conducted within the context of the 
Company’s general rate case that will follow this emergency rate case. S t a r s  cash flow 
deficiency calculation reflects the Company’s estimate for lost revenue and incremental 
Interstate-10 realignment costs, as Staff concludes that these estimates are reasonable. The 
$4,000 allowance for contingencies recognizes the inability to accurately estimate the 
incremental costs of the Interstate-10 realignment, as well as potential deviation in other 
expenses from that experienced in 2010. Staff concludes that the Company’s emergency request 
for Engineering costs related to the Interstate-10 construction and costs to temporarily patch the 
storage tank should not be included in the emergency rates. Payment of the Engineering costs 
has not. been shown to be urgent, and Staff does not support patching the storage tank until a 
more comprehensive evaluation of the water system post ADOT construction has been 
performed. 

Staff has examined the Company’s current tariff schedule which was approved in 
Decision No. 55612 and notes that the current monthly charge for a 5/8 x 3/4-inch metered 
customer is $14.00 and for a 2-inch metered customer is $21.00. Staff also notes that the 
commodity charge is $1.50 per 1,000 gallons, and no charge for the first 2,000 gallons. 

Staff recommends the following emergency interim rate surcharges to provide the cash 
flow deficiency. The emergency interim rate surcharge should appear as a separate line item on 
the customer’s bill, in addition to the monthly minimum amount and commodity charge. Staff 
recommends the following surcharge per customer: 

5/8 x 3/4-inch metered customer $53.12 
2-inch metered customer $106.24 

The surcharge amounts were derived as follows: 

1 Meter Size 1 Monthly Surcharge 1 Number of C u m %  I Yearly Revenue Amount I 
518 x 314-inch $53.12 

2-inch S 106.24 
68 12 $43,346 
2 12 !$ 2,550 

$45,896 

Staff has prepared a typical bill analysis based on usage of 5,000 gallons per month. 
Staff did not have billing determinants for calculating the actual average and median usage, 
Moreover, the existing billing determinants may not be representative of the remaining 
customers, i.e., usage of the remaining customers may vary from those of the lost customers. A 
5/8 x 3/4-inch metered customer using 5,000 gallons would experience a $53.12 increase, or a 
287.14 percent increase, in hisher monthly bill, from $18.50 to $71.62, under Staffs 
recommended interim rates. 
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